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Financial Highlights 


Warnaco Inc. 
(Dollars in thousands except per share data) 1974 1973 1972 
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From apparel operations: 


Net sales $324,254 $285,509 $245,956 
Operating income before taxes 12,007 16,199 11,486 
Operating income 9,089 10,421 8,076 


Income (loss) from discontinued 

non-apparel operations, 

net of taxes (3,400) 8 840 
Net income 5,689 10,429 8,916 


Income per common share and 
common equivalent share:- 


Primary: 
Operating income $2.26 $2.63 $2.00 
Net income 1.40 2.63 Pk P| 
Assuming full dilution: 
Operating income $2.10 $2.48 $1.90 
Net income 1.34 2.48 2.09 
Dividends per common share $ .80 $ .80 $ .60 
Common shareholders 5,800 5,000 4,200 


Employees 14,520 13,060 13,050 


To the Shareholders: 


1974 started Warnaco’s second cen- 
tury in business. The year produced 
its share of satisfaction and disap- 
pointment, like most of those which 
preceded it. The corporation’s 

sales reached an all-time high of 

$324 ,254,000, up 13 per cent from 1973 
with the inclusion of several new units 
for part or all of the year. But operat- 
ing income, largely because of the 
extremely difficult final quarter, failed 
to equal last year’s record and ended 
up at $9,089,000, off 13 per cent. Fully 
diluted per share income from opera- 
tions for the year dropped from $2.48 
to $2.10. 


Net income was $5,689,000, or $1.34 
per fully diluted share, reflecting a 
$3,400,000 after tax provision against 
further losses resulting from our 
decision to get out of retailing and 
concentrate entirely on apparel man- 
ufacturing and marketing, imple- 
mented in 1974. 


The two store groups that had made 
up the retailing division were sold in 
separate transactions in April and 
August of 1974. As detailed in the 
Notes to the Consolidated Financial 
Statements, each sale entailed initial 
and subsequent payments. Problems 
have arisen, primarily concerning re- 
coveries of certain of the subsequent 
payments. In one case, the store group 
has entered a Chapter XI proceeding. 
In the other, litigation has been initia- 
ted over the purchaser’s failure to 
make payments agreed to in the sale. 


We very much regret that disposal of 
the retail operation, in a very difficult 
year for retailing, has resulted in cir- 
cumstances requiring this additional 
provision. We stress, however, that 
the provision involves non-apparel 
operations that have been discon- 
tinued and are clearly out of the 
mainstream of our business. Reported 
and future operating income are in 
no way affected. 


As far as the continuing part of our 
business is concerned, for the first 


three quarters of the year, our operat- 
ing profits were slightly ahead of the 
previous year, and our hope was that 
we would equal or slightly exceed the 
record operating income of 1973. 
However, toward year-end dismal 
economic news began flowing freely 
and national directions were badly 
confused. The result was that the 


... 1974, while not equaling 1973 in 
profits, was still our second best year 
for operating income... 


nation’s retailers, especially the big 
stores, began a massive drive to 
reduce inventories and to stimulate 
sales through price promotions, even 
as the all-important Christmas shop- 
ping season was opening. As a result 
of this many apparel manufacturers, 
including Warnaco, suffered a sharp 
decline in reorder sales and in ship- 
ments of basic merchandise. Ship- 
ments that we did make in the last six 
weeks of the year were largely con- 
centrated in promotional or markdown 
goods, which obviously carried lower 
profit margins. Normal advance ship- 
ments of Spring 1975 goods at full 
margins before year-end were notice- 
ably absent. With all this happening, 
it was no surprise that Warnaco’s 
fourth quarter operating income 
dropped 55 per cent, from $4,436,000 
to $2,018,000, even while sales con- 
tinued to gain. 


We suppose we can gain some solace 
in the fact that 1974, while not equal- 
ing 1973 in profits, was still our 
second best year ever for operating 
income; and it was in sharp contrast 
with steep profit declines for many 
other apparel companies in 1974. But 
such solace is small. We are an 


ambitious company, eager to improve 
upon the past. And all of us in 
Warnaco management realize that 
our record of the last ten years, while 
more than respectable and consis- 
tently profitable, is not as good as we 
would like it to have been. We are 
determined to do better. 


Also, like so many other businesses, 
our financial resources are limited. 
While we have more than sufficient 
Credit lines, there is a prudent limit to 
our debt. Sale of equity is currently 
unattractive, to say the least. For the 
present, we must live off our own 
resources. Therefore, great care must 
be taken to allocate available re- 
sources to those products and divi- 
sions which will produce the most 
profit. We cannot do everything we 
might like to do. 


So we are putting new emphasis on 
drives for greater manufacturing effi- 
ciency, cost cutting, product quality 
and design, service to our retailing 
customers and the public, and other 
operational improvements. And we 
are particularly concentrating on: 


— Better strategic planning. 


— Organizational and management 
improvements flowing from this. 


In earlier reports we have commented 
On our intention to concentrate solely 
on the apparel industry and even 
within apparel to concentrate on 
fewer, more profitable product areas. 
During 1974 we carried this long- 
range planning and strategic analysis 
of our company much farther than 
ever. With the help of the Arthur D. 
Little Co. of Boston, we took a new 
look at our total company, broken 
down into natural strategy centers. 
We classified each one of these cen- 
ters as to industry maturity, competi- 
tive position and financial viability. 


And then we outlined the broad, 
strategic objectives and tactics of 
each. Such an analysis is helping us 
to better plan the allocation of our 
available resources and to either 
eliminate or improve lesser profit 


John W. Field, Chairman 


centers, thus raising our overall profit- 
ability. Some such strategic moves 
have been made in the last few years, 
of course. More recently, we have 
combined White Stag girls’ sports- 
wear with Playmore girls’ sportswear. 
Together these units will have more 
market strength and penetration than 
if they continue to operate separately. 
In the same manner, we have com- 
bined Cresco men’s outerwear with 


. .. together these units will have 
more market strength and penetra- 
tion than if they continue to operate 
separately... 


Puritan outerwear. We have elimi- 
nated Allison’s Closet, an unsuccess- 
ful venture in contemporary junior 
sportswear. As we have noted in other 
reports, such changes are in the 
nature of this business. Conversely, 


Cameron Clark, Jr., President 


we at times add strategy centers in 
high growth areas of the apparel in- 
dustry, provided such centers have 
the proper competitive positions and 
profit returns on investment. 


This strategic planning system and 
process of corporate self-analysis 
serve to bring into sharper focus 
weaker points of overall company 
performance and help to test organi- 
zational and management effective- 
ness. Along with continued emphasis 
on general management efficiency, 
they help us to delineate more sharply 
responsibilities of executives at each 
management level; to strengthen the 
role of the group vice presidents; 

to expand management development, 
including appraisals of individual 
effectiveness; and to refine central- 
ized measurement and control pro- 
grams. We have long committed 
ourselves to the application of pro- 
fessional management techniques to 
the apparel industry. Here we are 
trying to bring such techniques to still 
fuller fruition. 


Probably in this analysis we are at 
times too critical of ourselves. It is 
true that we can be very proud of the 
company we have created; that it is a 
company based on strong brands 
(probably the strongest in the indus- 
try) concentrated in growth areas; and 


Results by Operating Groups (Dollars —Miilions) 


Bam 1974 
SAE 1973 


Men’s Wear 


Women’s Wear 


Intimate Apparel 


Recreation and Leisure 


International 


that it is a leader in the development 
of services and systems, in computer 
technology, in market research, prod- 
uct testing, and in consumer market- 
ing. All this is true. But we still must 
attain even better consistency in re- 
sults, improve our pre-tax profit ratio, 
and get a better overall return on 
shareholder equity. Incidentally, the 
basic concepts of the company — 
why we differ from so many other 
apparel leaders — are explained in 
the following section. 


In 1974 we had satisfactory results 
from most of our divisions, as detailed 
in the Review of Operations starting 
on page 17. Some performed out- 
standingly, among them Rosanna, 
Hirsch-Weis, Hathaway, Warner’s, 
High Tide and Warnaco of Canada. 
Our loss in the Medford mill was 
reduced to one-third of last year’s 
loss. We had a poor year in our girls’ 
wear at Playmore and White Stag, in 
junior business at White Stag, and in 
men’s outerwear. White Stag sports- 
wear had some problems but was 
profitable, while White Stag skiwear, 
tennis and women’s outerwear had 
very good performances. Puritan 


Puritan sport shins. swe: 


Hirsch-Weis camping and 


Warner International bras, girdles, briefs, swimwear, coverups. Income from licensees i in 40 countries; interest _ 
in Speedo Holdings, Australia. Warnaco of —— peo Warier s, Hathaway, White Stag, Croydon, Don 
pare as Tide and Speedo brands the 


sweaters were hit by the year-end 
slowdown by retailers. Jerry Silverman 
continued to experience a listless 
dress market. Liz Carlson, Hathaway 
Patch and Rosanna’s SW 1 made 
important progress in the exciting 
women’s contemporary sportswear 
market. Thane and Hathaway 
OtherWear did the same in the con- 
temporary men’s market. 


During the year we completed the 
addition of Day’s and CanaDay’s 
slacks, based in Tacoma, to The 
Warnaco Group. It is our intention to 
make Day’s a major national brand 

in men’s slacks. In addition, Day’s has 


. the company’s strong determina- 
tion ... is to produce full-year earn- 
ings to support this level of payout 
and to target higher earnings and 
dividends as economic conditions 
improve... 


taken a leadership position in the 
rapidly moving leisure suit market. 
We began a joint venture in Japan 
with Kanebo, Ltd. to make and sell 
Puritan men’s sportswear and pos- 
sibly market other Warnaco brands 
there in the future. 


Dividends paid during 1974 again 
totaled 80 cents per share. At recent 
levels of operations and income, the 


tennis, golf and eicurewoar, - 
outerwear (Warnaco Men’s Sportswear Inc.). Hathaway dress and sport shirts; Christian Dior label: 
Shirtmakers. Day’s and ead s slacks, leisurewear. Hathaway OtherWear tailored coprenetes 


atersports equipment: Speedo racil 
White Stag sessed eal Kt, tennis and active spo rtswear oo and women. 


A shins sweaters: Cresco by 


nd fashion swimsuits, coverups 


Board and management feel there 

is no reason to change this rate. The 
company’s strong determination, even 
in this difficult economic climate, is 

to produce full-year earnings to sup- 
port this level of payout and to target 
higher earnings and dividends as 
economic conditions improve. 


It is difficult not to be pessimistic at 
least about the first half of 1975. Cur- 
rently economic indicators are mixed 
but still pointing downward. Unem- 
ployment is up sharply and consumer 
confidence and expenditures are 
close to low ebb. In spite of this, store 
sales of apparel have held up reason- 
ably well. Stores continue to buy on 

a hand-to-mouth basis, planning only 
short term, and looking constantly for 
price promotions. In this situation 
strength of balance sheet, plus con- 
trol of expenditures and inventories, 
become even more important than 
profits. 


It is interesting to note that in times 
like this the stronger brands gain 
share of market; thus for Warnaco 
there is opportunity in adversity. In 
addition, we have some other pluses. 
Availability in the raw material market 
has improved; quality is tending up, 


Restated, excluding discontinued operations and including inter-divisional sales. Operating income before consolidating adjustments and unallocated interest costs and expenses. 


and prices, at least temporarily, are 
down. Interest rates are moderating, 
and there is less turnover and absen- 
teeism in the plants. Our divisions are 
concentrating on manufacturing effi- 
ciency, inventory and expense con- 
trol, and designs that are consumer 
right. We believe that in the difficult 
market of 1975, Warnaco should per- 
form satisfactorily for the full year, 
although we anticipate substantially 
lower income for the first quarter and 
probably for the first half of the year. 


Long term we can be more optimistic. 
Apparel is one of the great basic 
industries. It provides products that 
are essential, must be replaced and 
satisfy aesthetic and emotional needs. 
Apparel purchases are different from 
higher-ticket items. Even in times like 
this, huge quantities of apparel prod- 
ucts are moving out of the nation’s 
stores, although much of this has 
been at promotional prices. Sooner 
or later, the stores must replenish 
their stocks. Then orders for Warnaco 
brands, which are basic to the indus- 
try, will turn upward. 


_ Operating Income 


Meanwhile, the consolidation of the 
apparel industry into fewer and more 
efficient companies continues, though 
there will probably always be room 
for the alert small entrepreneur with 
an idea. Planning and operational 
improvements are helping Warnaco to 


... Our divisions are concentrating 
on manufacturing efficiency, inven- 
tory and expense control, and de- 
signs that are consumer right... 


carve a widened niche for itself in this 
future, helping us to gain insights into 
the reasons for our success and our 
problems, setting realistic goals and 
approaching businesses with a fuller 
understanding of their potentials. 


Especially in a difficult year like 1974, 
we are indebted to our employees, 
shareholders, customers, suppliers 
and board of directors for their loyalty 
and help. Two long-time members of 
our board, DeVer C. Warner and 
Charles S. Munson, will not stand for 
reelection at the Annual Meeting, but 
instead will become honorary direc- 
tors. In this capacity, we will continue 
to profit from their wisdom and 
experience. 


As we proceed into our second cen- 
tury, with a modern record of 36 years 
of continuous dividend payments, the 
basic patterns and philosophy of our 


company are clear. Our goal is not to 
be the biggest company in the apparel 
industry; simply the best. We still 
have a way to go to achieve this, but 
the company is old enough in years 
and experience to take the long-range 
perspective and to look forward to the 
second century with enthusiasm and 
confidence. 


John W. Field 
Chairman 


Cameron Clark, Jr. 
President 


March 1975 
Bridgeport, Connecticut 


A Different Kind of 
Apparel Company 


Popularly, apparel companies are 
thought of as small operations, with 
office-in-the-hat managements, on 
New York’s Seventh Avenue. They 
thrive briefly with “hot” looks or lines, 
but barely survive from season to 
season. 


Actually, this has long been an out- 
dated picture. A group of companies 
has emerged with very different char- 
acteristics. Warnaco is a leader of this 
group. 


Warnaco, for instance, is not small. It 
is one of the great apparel makers of 
the world — among ten or a dozen 
companies each producing a third of 
a billion dollars or more of clothing at 
wholesale each year. Warnaco has 
sales offices but not a single manu- 
facturing unit on Seventh Avenue; 
divisional headquarters, plants and 
distribution centers are in almost 
every region of the United States and 
Canada, and at a number of other 
locations throughout the world. 


Far from being run informally, 
Warnaco is highly computerized and 
centrally controlled, with professional 
management at every level. 


As for longevity, Warnaco’s nucleus 
company, Warner’s, is in its second 
century of business. Hathaway is in its 


... Warnaco is highly computerized 
and centrally controlled, with profes- 
sional management at every level... 


138th year of making fine shirts. White 
Stag and Hirsch-Weis date back to 
1884, Day’s to 1902, and Puritan to 
1908. The total years in business for 
all Warnaco units would add up to 
seven or eight centuries. 


More important still, the company is 
highly diversified — in product mix, in 
looks and lines and fabrics, in manu- 
facturing and marketing, and in the 
customers and consumers it serves. 
Warnaco’s diversification, and the 
range of top brands that make up The 
Warnaco Group, are probably un- 


matched in any apparel company. 
Recognizing the basically cyclical 
nature of its business, Warnaco has 
spread its risks in a manner aimed at 
achieving better corporate earnings 
consistency, by leveling some of the 
“peaks and valleys” too often asso- 
ciated with the stereotypes of the 
business. 


Perhaps the elements that Warnaco’s 
brands have in common are their 
dedication to quality and value; their 
care to be on top of fashion change 
but not an innovator or experimenter; 
their alertness to changing lifestyles; 
and dominance in their respective 
market segments. 


The following should be read not as 
an idle boast but as an indication of 
the success one large apparel com- 
pany has achieved in gaining impor- 
tance as a resource and overcoming 
the old apparel image of smallness 
and provincialism: 


— Warnaco, through its Puritan brand 
alone, is the world’s largest maker of 
men’s branded sweaters. 


— Warnaco’s Rosanna division is the 
largest U.S. distributor of women’s 
branded knit sweaters. 


— White Stag is the world’s largest 
manufacturer of skiwear for men, 
women and children. 


— Through White Stag, Puritan and 
other lines, Warnaco is the world’s 
largest manufacturer of tenniswear. 


— In swimwear — surprisingly per- 
haps — Warnaco is a candidate for 
the title of world’s largest marketer, 
through its U.S. and Canadian High 
Tide production, through sales of 
Speedo suits for men and women in 
both countries, and through Warner’s 
women’s swimsuit business overseas. 


An essential element in the traditional 
view of the apparel business is that it 
is constantly buffeted by style change. 
There is truth in this. Fashion /s fickle. 
But the apparel business is essentially 
steady, because it serves one of the 
basic human needs and desires. 
Everyone uses it. It must be replaced 
regularly. It not only covers man’s 
nakedness but also satisfies his aes- 
thetic promptings. 


Retail apparel sales have grown ata 
steady seven per cent a year over the 
last two decades and more — long 
before the galloping inflation of the 


. .. recognizing the basically cycli- 
cal nature of its business, Warnaco 
has spread its risks in a manner 
aimed at achieving better corporate 
earnings consistency ... 


mid-Seventies began complicating the 
statistical picture. Between 1952 and 
1972 they rose from $18.4 billion to 
$52 billion. This basic growth con- 
tinues, with the expected shifts among 
categories, of course — all the more 
reason to be in a variety of them. 


Where there wil! be significant change 
is in the number and size of com- 
panies in the industry — now 25,000 or 
more. The beginnings of this change 
are seen inthe rise of the group of 
larger companies. Like Warnaco, 
other combines will form and grow, to 
spread the risks of fashion change, to 
gain the economies of centralized 
services, and to build into groups of 
clothing enterprises the overall steadi- 
ness of the industry. 


When greater automation arrives in 
apparel — one of the most labor in- 
tensive industries now — these large 
companies will be the leaders in its 
development. And they will be the 
organizations with the capital and 
know-how to put automation to work. 


Fifteen years ago, when The Warner 
Brothers girdle and bra company be- 
gan its diversification and modern ex- 
pansion, there were really no models 
for organizing and structuring this 
particular kind of multi-division ap- 
parel company. There was no pattern 
to show how to manage such a diverse 
but basically homogeneous group; 
how to motivate the many highly crea- 


Puritan, the leading brand in men’s knit sport 
shirts and sweaters, has strong consumer 
identification through its “All Man, Part Puritan” 
advertising theme, particularly on television. 


tive and individualistic entrepreneurs 
in the business; how to establish con- 
trols without smothering initiative; and 
how to apply the strengths and expe- 
rience of the entire group to the busi- 
ness growth and improvement of each 
member unit. 


So policies and guidelines had to be 
established, sometimes by trial and 
error. Essentially, these are the prin- 
ciples that guided the formation of 
Warnaco as a different kind of com- 
pany in apparel: 


Diversification. This started with the 
acquisition first of Hathaway shirts, 
then Puritan men’s sportswear, then 
White Stag sportswear. In the process, 
other lines were acquired, spun off or 
started up. This diversification ex- 
tended past products and names 
alone. Too many companies identified 
with a single fabric or look had foun- 
dered on the rocks of fashion change; 
so the company that became Warnaco 
spread this risk also. 


The philosophy of diversification was 
further extended to the consumers 


... like Warnaco, other combines 
will form and grow, to spread the 
risks of fashion change, to gain the 
economies of centralized services, 
and to build into groups of clothing 
enterprises the overall steadiness of 
the industry... 


served — men, women and children in 
just about every age group — and to 
the retailers serving them. Warnaco 
divisions sell to a total of 15,000 or 
more stores. Some 60 per cent of this 
volume is with the top 200 stores. But 
the typical large account represents 
less than one per cent of total cor- 
porate volume. 


Horizontal Organization. Warnaco 
watched while some companies em- 
braced the very opposite, vertical 
integration. Here, profitability is 
greatly enhanced, admittedly, by in- 
company production from knitting and 
weaving of fabrics through 

design, manufacturing and some- 
times even sales in the manufacturer’s 
own stores. As efficient as this may 
seem, it tends to lock line planners 
into fabrics and looks and force them 
to use production from company 
knitting or weaving mills, regardless 
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Three other outstanding Warnaco brands are 
Rosanna women’s sweaters and knits (top), 
Jerry Silverman dresses and Hathaway men’s 
dress shirts. Hathaway’s ‘eye patch man” is 
looking younger every day, as the division 
reinforces its image with a younger age group. 


of consumer preferences. It fails to 
recognize fashion’s fickleness. 


Warnaco has by and large rejected 
verticalization. Some of the com- 
pany’s manufacture starts with its own 
knitting mills, specifically the Medford 
operation and Puritan’s full-fashioned 
knitting, but merchandisers are free 


... to survive and prosper over a 
long period a brand must enjoy or 
obtain a Number One, Two or Three 
position in its market... 


to adapt to the dictates of public taste. 
Manufacturing versatility is even ex- 
tended to the point of having a mix 
between production in the company’s 
own sewing plants and production by 
contractors. 


Brand Strength. Again, Warnaco man- 
agement had seen too many small 
stars flicker and burn out in apparel. 
This had led to the belief that to sur- 
vive and prosper over along period a 
brand must enjoy or obtain a Number 
One, Two or Three position in its mar- 
ket. The original company, Warner’s, 
achieved this early and has been a 
leading brand for the better part of a 
century, stronger now than ever. 


This importance applies, however, to 
segments, not necessarily to an entire 
product class. Hathaway is far from 
the largest men’s dress shirt maker, 
but it is Number One in the high qual- 
ity segment in men’s shirts. A retailer 
in this category ignores the brand at 
his peril. Puritan is the top brand in its 
price points in men’s wool sweaters 
and in knit sport shirts. Rosanna has a___Warner’s has been a dominant name in intimate 
similar position in women’s sweaters. apparel throughout most of its century in busi- 
White Stag enjoys the top position in ness — a brand prominence close to unique. 
skiwear and real importance in its 

women’s Casual coats and sportswear. 

Hirsch-Weis outdoor equipment, 

Speedo racing swimsuits, Jerry 

Silverman fashion dresses, Croydon 

rainwear in Canada and other 

Warnaco brands are similarly impor- 

tant, not just from Warnaco’s point of 

view, but from the store’s and the 

buyer’s. They are highly recognizable 

and heavily promoted to the public. 


Even where Warnaco is manufacturing 
for a private label, as for chain and 
specialty stores, its position in and 
knowledge of the market, plus its 
ability to manufacture competitively 
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White Stag tenniswear (top) has joined that 
brand’s skiwear (cover) and women’s sports- 
wear (right) as a key brand for store and con- 
sumer. High Tide bikinis (above) enjoy a 
leading position in junior swimwear. 
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and in volume, are key selling points. 
Large stores need large resources, 
which in turn can deal in volume with 
textile producers and cooperate with 
them in development of fabrics. This 
is more evident than ever in difficult 
times like those experienced recently. 
Stores see little reason — particularly 
when buying funds are limited — to 
take risks on unknown names or re- 
sources that may not be capable of 
delivering, and of delivering unvary- 
ingly high quality. This fact is so 
widely recognized it has gained a 
name in the trade: Resource Inten- 
sification. 


Growth Areas Concentration. Warnaco 
could probably have acquired a name 
label, say, in hats. But judgments were 
made — as it turns out quite correctly 
— that this was basically not a growth 
area. Rather, an emphasis was placed 
on changing lifestyles, perhaps be- 
cause the period of Warnaco’s diver- 
sification was one of such great socio- 
logical change. 


Today, Warnaco derives at least two- 
thirds of its revenues and profits from 
products that have been in the van- 
guard of this change — active and 
spectator sportswear, casual wear, 


... Warnaco derives at least two- 
thirds of its revenues and profits 
from products .. . attuned to a less 
structured way of life... 


clothing attuned to a less structured 
way Of life, with more time for leisure 
and, often, casual dress even on more 
formal occasions. 


Specialization. This springs from the 
principle of having top brands and not 
diluting a company’s efforts and 
assets through diversion into lesser 
products and markets. 


Apparel, perhaps more than other 
businesses, requires that a company 
be very close to its market. It has 
many of the aspects of a service busi- 
ness. A line that is right must be 
designed, shown, advertised, sold, 
manufactured, delivered, displayed in 
stores and keptin proper stock. Any 
distraction from these main tasks can 
be dangerous. 


Generally, the pressure to enter un- 
familiar markets is prompted by a 
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Day’s men’s slacks and leisure suits, strong in 
the West, joined The Warnaco Group in mid- 
1974. As part of Warnaco, they will seek national 
brand recognition. North of the border, the 
label is CanaDay’s. 
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Croydon (top) is the leading Canadian rainwear 
name and a force in outerwear. Don Parker is 

a foremost Canadian label in men’s sportswear. 
In Europe, where Warner’s has long been an 
outstanding name in intimate apparel, this 
reputation is being extended to women’s swim- 
wear (right). 
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very natural desire to protect through 
diversification. At Warnaco, each 
strategy center manager is assured 
that the company’s diversification will 
be handled through carefully planned 
and studied corporate development 
moves. A company committed to 
changing with lifestyles can hardly 
ignore such developments as the 
“contemporary” departments and 
looks in both women’s and men’s 
wear, or the leisure suit. To explore 
the contemporary markets, special 
units have been started, like Hathaway 
OtherWear for men and SW1, 
Hathaway Patch and Liz Carlson 

for women, utilizing Warnaco prestige 
and store entree. Sometimes the route 
to emerging segments is through 
careful development and approval of 
a plan by an existing division, where 
it can be demonstrated that a strong 
competitive position is achievable 


... Warnaco’s marketing approach 
begins with research to define life- 
style segments... 


within a reasonable period of time. 
Day’s and Puritan in the U.S. and 

Don Parker in Canada are in a posi- 
tion to make a strong entry into leisure 
suits. Their sales forces already deal 
with the departments where these 
suits are sold. So they have been 
authorized to enter this category, with- 
out weakening the efforts of pre- 
existing strategy centers. 


Marketing. This is an area where ap- 
parel companies have often been slow 
to move with the times, probably 
because their margins and volume 

did not provide the promotion dollars 
that packaged goods companies, for 
instance, can spend to sell through 

to the consuming public. 


Warnaco considers that the con- 
sumer, through the stores, is its direct 
customer. Divisions can probably 
make their best contributions to profit 
partnerships with the stores by build- 
ing strong brand images among 
consumers. 


Warnaco’s marketing approach be- 
gins with research to define lifestyle 
segments and then adapts both 
products and approaches to these 
segments. For instance, Hathaway has 
divided those men who actually buy 
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Speedo racing swimsuits — the design of 
Warnaco’s Speedo Holdings affiliate in Aus- 
tralia — are world renowned as the choice of 
championship teams. They are distributed by 
Warnaco companies in the United States and 
Canada. Thane (bottom) is a men’s sport shirt 
and sweater line typical of Warnaco units that 
are penetrating special price categories. 


Jack Nicklaus (top) always competes ina 
Hathaway Golf Classic shirt. Gary Player (mid- 
dle) and Rod Laver wear Puritan outfits in golf 
and tennis competition. 


fine shirts into five clearly identifiable 
lifestyles, then designed a line for 
each and found promotion vehicles to 
reach all five with the greatest effi- 
ciency. Like Puritan, Warner’s and 
other divisions, Hathaway will con- 
centrate advertising expenditures on 
customers targeted by its research 
during key buying periods and in 
selected major markets. The adver- 
tising will be tagged with the names 
of stores that are participating in this 
effort by stocking pre-set amounts of 
the merchandise. In other words, 
Hathaway will “sell in’ merchandise 
to the stores on the strength of the 
demonstrated ability of its name and 
promotion to “‘pull through” sales and 
move out merchandise. 


Joined with such efforts are close 
coordination of store service, sales 
training help, point of purchase dis- 
plays, organized special promotions, 
monitoring the level and mix of inven- 
tory and, in some cases, automatic 
reorder systems. 


Admittedly, such marketing is not 
new. But Warnaco is adapting it to 
apparel and demonstrating what this 
approach can do in an industry that 
has for years been too fractionalized 
in its marketing. 


Centralized Services. This final princi- 
ple is based on the obvious truth that 
the tools of modern professional 
management can be best provided 
through the economies of size. Tradi- 
tionally, smaller apparel companies 
have been handicapped because 
many of these tools were beyond their 
reach. Good information is clearly the 
key to good management, planning 
and controls. A large company can 
afford the computers to systematize, 
organize and speed the collection of 
this information — probably the most 
automated aspect of the apparel busi- 
ness at this time. Warnaco’s divisions 
in the last several years have moved 
from individual systems of varying 
degrees of sophistication to East and 
West Coast computer centers. This 
year these will be converted to a 
single national center operating with 
one large IBM 370-158 computer. 
Standard systems have been devel- 


oped for most production, inventory 
and distribution cycles, including 
order processing, inventory control, 
requirements planning, allocation and 


... the tools of modern professional 
management can be best provided 
through the economies of size... 


release of customer orders and gen- 
eral financial reporting. Warnaco has 
become one of the most sophisticated 
users of data processing in its 
industry. 


Other centralized services cover a 
wide range. A unique store relations 
program headed by a key corporate 
vice president emphasizes the total 
importance of Warnaco as a resource 
and helps new or smaller units to 
obtain hearings and entree to the 
major stores. A Market Research 
Department gives divisions the bene- 
fits of professional information collec- 
tion, analysis and application, par- 
ticularly with regard to Warnaco’s 
participation in a consumer panel of 
7,500 families that provides a statisti- 
cal microcosm of the American buy- 
ing public. The Warnaco Technical 
Center and Mechanical Development 
Department, leaders in the industry, 
analyze and test fabrics, and develop 
new processes and machinery to 
streamline manufacturing; recent 
projects have included development 
of bra cup molding equipment and 
unique applications of laser beam 
fabric cutting. Plant and industrial 
engineering services are centrally 
provided, as are recruiting and man- 
agement development, labor relations, 
financial, legal and public relations 
assistance, and an internal corporate 
audit system that is both a service 
and a check on divisions. A corporate 
transportation network has even been 
established to move raw and finished 
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goods to and from plants and distri- 
bution centers with greater economy, 
speed and reliability. 


Overall, the corporation also provides 
a standback, comprehensive view of 
the total environment in which the 
operating units work day-to-day. 
Strategic and operating plans are 
developed and reviewed in the con- 
text of this overview, and performance 
against them is measured impartially, 
with an eye on the realities of the 
marketplace and the need to allocate 
resources for the best returns on 
investment. 


One of the facts perhaps not appre- 
ciated in the general stereotype of the 
apparel industry is the creativity and 
talent of people traditionally drawn 

to it. This is an exciting and satisfying 
business. It is evolving into a large 


. .. the companies in position for this 
future will be very different from the 
old picture of the apparel business... 


and professionally managed one, 
without smothering the imaginative- 
ness of its best people. Perhaps no 
other modern industry is still as com- 
petitive and highly fractionalized. And 
probably no other is as open to mean- 
ingful and workable consolidations. 


As the industry continues to develop, 
and particularly as it catches up with 
more capital-intensive sectors in 
manufacturing automation, further 
consolidations will be inevitable, if 
only from the point of view of provid- 
ing the large financing that this future 
phase of the industry’s life will require. 


The companies in position for this 
future will be very different from the 
old picture of the apparel business. 
As the total group narrows down in 
number from the present 25,000, 
shares of market will increase 
dramatically. 


As companies like Warnaco succeed 
with the modern transformation of 
this, one of the oldest of businesses, 
the ultimate rewards for management 
and investors will be impressive. 


Net Sales by Groups and Divisions — Five Years ( Millions) 


"74 i766) tie 71 70 
Men’s Wear 
Warnaco Men’s Sportswear $ 65.2 $63.1 $55.7 $46.8 $38.6 
Hathaway dee 28.8 26.3 2331 24.3 
Hathaway OtherWear 25 lec 4 — — 
Day’s and CanaDay’s * 13.0 — — == — 
$112.5 $93.1 $82.4 $69.9 $62.9 
Women’s Wear 
White Stag Women’s * $ 47.7 $47.1 $38.5 $33.8 $29.8 
Rosanna 15:5 2% 10.4 8.3 5.0 
High Tide 8.8 8.0 7.8 6.2 5.9 
Jerry Silverman 7.4 26 223 13.3 ers 
Medford 14.9 11.8 Thee 12.0 11.4 
Hathaway Patch 2.0 oh of -— a 
Liz Carlson 1.0 a — — — 
$ 97.3 $92.4 $81.5 $73.6 $63.8 
Intimate Apparel 
Warner's A SSEG TAL! $37.2 $35.3 $30.7 $30.3 
Recreation and Leisure 
Hirsch-Weis $ 19.9 $18.2 $14.7 $12.9 $ 9.7 
White Stag ActionSports 16.4 15.8 12.6 11.6 10.4 
$ 36.3 $34.0 $27.3 $24.5 $20.1 
International 
Warnaco of Canada* $ 29.2 $19.9 $10.7 $ 3.4 $ 2.8 
Warner’s International 
and others 12.4 11.9 9.3 el 6.3 
$ 41.6 $31.8 $20.0 $11.1 $ 9.1 


Restated, excluding discontinued operations and including inter-divisional sales. 

“Companies acquired on a purchase accounting basis reflected from dates of acquisition, in- 
cluding Day’s and CanaDay’s from June 28, 1974; White Stag of Canada from September 1, 
1973, under White Stag Women’s; and companies amalgamated into or acquired by Warnaco of 
Canada in 1972 and 1973. 


Review of Operations 


Warnaco’s operating income in 1974 
was its second best ever, despite 

the late-year dislocations in its mar- 
kets and the inflationary pressures 
throughout the year. Cost of goods 
manufactured edged up with inflation, 
as did selling and general administra- 
tive expenses, but they were still well 
within ranges of recent years. Interest 
costs, largely reflecting rises in the 
prime rate, increased by nearly 42 
per cent. This followed a 44 per cent 
increase in 1973. Clearly, the increase 
in interest expense has been dispro- 
portionate to other cost rises. 


Profits and profit margins were there- 
fore under pressure, despite operating 
efficiencies and improvements that in 
more normal times would improve 
margins. 


Manufacturing, warehousing and dis- 
tribution operations were improved 
through further concentration at 
points like White Stag’s Murfreesboro, 
Tennessee center, as well as through 
continued modernization of traditional 
manufacturing steps, as in Hathaway 
plants. Early in 1975 Puritan added to 
capacity with a new knitting plant in 
50,000 square feet of leased space in 
El Paso, Texas. This facility will help 
Puritan meet brand demand, expand 
its private label business and reduce 
outside contracting. 


Warner’s Mexican border and Domini- 
can Republic plants increased pro- 
duction levels. Warner’s also com- 
pleted centralization of all cutting and 
finishing operations in the southern 
United States. Warner’s achieved sig- 
nificant cost, control and quality ad- 
vantages by putting into operation bra 
cup molding equipment designed and 
produced by Warnaco’s Mechanical 
Development Department. Other man- 
ufacturers are generally dependent on 
contractors for this very technical 
step. The new molding equipment is 
also being sold to Warner’s overseas 
licensees and may be adapted to other 
divisional manufacturing processes in 
the future. 


Hathaway put into operation a statis- 
tical quality control system for pur- 
chased fabrics devised with the 
assistance of Warnaco’s industrial 
engineering staff. This identifies 


... profit margins were therefore 
under pressure, despite operating 
efficiencies and improvements... 


imperfections by mathematical pro- 
jections before fabrics enter the man- 
ufacturing process. Waste cutting and 
sewing is eliminated, and final inspec- 
tion is speeded and improved, with 
emphasis on construction, since 
fabric flaws are greatly reduced at the 
earlier point. This system should effect 
substantial economies and help main- 
tain Hathaway’s traditional high qual- 
ity standards. Warner’s utilizes a 
similar program, and other divisions 
are expected to adapt aspects of the 
system to their operations. 


White Stag, in conjunction with an 
independent contractor, has installed 
an automated pattern grading and 
marker making system at its Portland, 
Oregon headquarters. This speeds 
and computerizes the process of 
translating designs to actual patterns 
for cutting in different sizes. It pro- 
vides significant competitive advan- 
tages, both in better sizing and in 
fabric utilization. This is particularly 
important in an item business like 
White Stag’s, constantly introducing 
new styles and designs. 


The Warnaco Technical Center in 
Westerly, Rhode Island expanded its 
programs of fabric analysis and test- 
ing. New materials used by divisions 
are tested at this Center; flammability 
standards enforced in this process 
exceed both Federal and state re- 
quirements. 


Steps were taken to remedy problems 
that have caused operating losses, 
mainly at Medford Mills and in the 
Cresco men’s outerwear operation. 
New management has revamped sys- 
tems at Medford, and a new dyeing 
and finishing addition now in full op- 
eration enhances competitive position 
and service capabilities. 


Cresco manufacturing, both leather 
and cloth, is being concentrated in 
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that unit’s highly modern plant at 
Ashland, Ohio. Profit and operational 
responsibility for Cresco now rests 
completely with Warnaco Men’s 
Sportswear Inc. This unit was estab- 
lished during the year to have respon- 
sibility for operations, administration 


...new or expanded marketing pro- 
gramsare under way, particularly stem- 
ming from studies segmenting markets 
by customers’ characteristics... 


and profitability of Puritan, Thane and 
Cresco, through utilization of Puritan 
administrative and production capa- 
bilities. 

Divisions that do not manufacture in 
their own plants, particularly Rosanna, 
emphasized improvements in con- 
tracting and delivery arrangements to 
assure quality and timely deliveries. 
In Warnaco’s own facilities, there was 
further implementation of standard 
systems for plant loading, stock pick- 
ing, inventory control and other 
phases of production and shipping 
that lend themselves to computer ap- 
plications. All Eastern divisions were 
brought into a single regional com- 
puter center during 1974. West Coast 
operations are being phased into this 
center this year. 


Utilization and efficiency of the corpo- 
rate trucking system increased, along 
with utilization of other corporate 
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services, especially Market Research. 
Several new or expanded marketing 
programs are under way, particularly 
stemming from studies segmenting 
markets by customers’ characteristics 
and buying inclinations. 


Hathaway will introduce a new pro- 
gram in 1975, specially directed 
toward the younger customer and 
utilizing television for the first time 
through selective placements in key 
markets, in an application of the “‘sell 
in-pull through” technique. Puritan is 
expanding its applications. Warner’s 
also expanded its use of segmentation 
and “‘sell in.”” A memorable advertis- 
ing program was introduced in 1974, 
themed to Warner’s position as “The 
Better Body People,” with very spe- 
cific product offerings, including a 
new line for fuller figures. 


New studies of Warner’s and White 
Stag ActionSports’ markets have been 
undertaken or completed, and find- 
ings will be applied in 1975. The White 
Stag women’s market is also being 
analyzed extensively. 


Income Per Share _ 
Continuing Op: 
Operatingincome _ 
(Dollars—Fully Dil 


Three groups increased earnings con- 
tributions in 1974: Intimate Apparel, 
Recreation and Leisure and Inter- 
national. 


Intimate Apparel, made up of the 
Warner’s U.S. bra and girdle business, 
is a continuing example of a tightly 
run business that has prospered and 
gained market share despite slower 
overall growth in its categories, par- 
ticularly girdles. 


Recreation and Leisure benefited 
from further steady performances by 
Hirsch-Weis, particularly in its U.S. 
marketing of Speedo racing swim- 
suits, and by White Stag ActionSports. 
In the latter operation, skiwear results 
held firm, despite the effects on the ski 
industry of the energy crisis and sev- 
eral winters of poor snows in the East. 
Tenniswear grew in line with the rapid 
rise in that sport’s popularity. 


International’s profit advance basically 
reflected new records by Warnaco of 
Canada. That country did experience 
a marked slowdown in the fourth quar- 
ter, very similar to that in the United 
States. But brand importance there, as 
elsewhere, positions Warnaco to ride 
out these conditions and even improve 
market shares, long term. Warner’s 
International, making up most of the 
remainder of the International Group’s 
results, had an essentially flat year in 


Ten-Year Stock Market Comparisons 


Standard & Poor's _ 
- 500 Stock Index 


profits. In the light of much greater 
economic dislocations in Europe, this 
could be considered almost a sur- 
prising accomplishment. 


The Men’s Wear Group suffered a con- 
tinuing profit drain from Cresco. As 
pointed out earlier, Cresco has now 
been consolidated with Puritan men’s 
outerwear, to correct this. Hathaway 
had another good year in its market, 

in contrast to an extremely poor ex- 
perience by manufacturers in the 
much broader middle-priced segment. 
Hathaway became the United States 
licensee for Christian Dior-Paris shirts, 
ties and handkerchiefs and very suc- 
cessfully introduced its first line under 
this label. In connection with the 
move, Hathaway acquired Stern, 
Merritt Co., Inc., a New York tie man- 


... Hathaway became the United States 
licensee for Christian Dior-Paris shirts, 
ties and handkerchiefs... 


ufacturer with Dior neckwear rights in 
the United States. Stern, Merritt’s re- 
sults are reflected for approximately 
half of 1974. Hathaway became U.S. 
distributor for Sabre Sportswear, Ltd., 
the British sweater and sportswear 
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manufacturer, early in 1975 and will 
coordinate a shirt collection with 
Sabre knits. 


Knit sport shirts and wool sweaters, 
Puritan’s key products, sold faster 
than they could be produced early in 
the year. Sweaters experienced a 
slowdown toward year-end, as inven- 
tories at retail became filled. Puritan’s 
introduction of a new cut-and-sewn, 
action-oriented sport shirt called 
“The Sporting Life’ was highly suc- 
cessful, producing orders that have 
moved this new profit center into a 
major resource category almost im- 
mediately, alongside Puritan’s exist- 
ing golf and tennis lines. 


Thane, in slightly higher price points 
than Puritan, had a good year but also 
felt the fourth quarter slowdown. 


Day’s and CanaDay’s joined Warnaco 
and the Men’s Wear Group at mid- 
year. Both have experienced reason- 
ably good demand in their slacks 
markets and further expanded leisure 
suit business, an area Day’s began 
developing early because of its ex- 
pertise in slacks and unstructured 
jackets. This know-how will be utilized 
to assist Puritan in its coordinates and 
leisure suit programs, while Puritan 
provides help to Day’s in its develop- 
ment of an already substantial private 
label business. In the past, Day’s has 
sometimes been hampered by a lack 
of dependable tops suppliers in ful- 
filling chain store orders for coor- 
dinated slacks and sport shirts. 
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Day’s also took steps, assisted by 
Warnaco’s store relations vice presi- 
dent, to extend its store group and 
brand penetration east of the Missis- 
sippi. The label has been marketed 
mainly in the West in the past. 


Warnaco’s 20 per cent interest in CBS 
Imports, Inc., administered through 
the Men’s Wear Group, has been 
continued. An option under which 
-Warnaco can acquire full ownership 
is being renegotiated. 


Hathaway OtherWear, in its third year 
of operation since start-up, became 
profitable in 1974 and continued to 
have an excellent reception in its 
higher-priced, tailored men’s casual- 
wear segment. 


The Women’s Wear Group had a profit 
retreat, despite new records by 
Rosanna, excellent results at High 
Tide and marked progress in arresting 
losses at Medford. 


As indicated earlier, profits were off 
at White Stag, due to the late-year 
retailer buying slowdown, losses in 
girls’ wear and the Allison’s Closet 
junior line, lower profitability in parts 
of the sportswear line, and start-up 
costs from the company’s divisionali- 
zation. 


With the phasing out of Allison’s 
Closet and the merging of girls’ wear 
into a single strong brand under 
Playmore, White Stag will be free to 
concentrate on women’s sportswear 
and outerwear and on ActionSports, 
the division’s traditionally strong 
profit centers. 


The lower Women’s Wear profits also 
reflected continuing problems for 
Jerry Silverman in a lackluster dress 
market. This line is being closely 
edited and costs are being tightly 
controlled. 


Rosanna’s advance in net income was 
that unit’s third consecutive annual 
increase at a 25 per cent compounded 
rate. This label has clearly become 
the most important U.S. women’s 
sweater brand. Moves into the Euro- 
pean market are in progress, includ- 
ing a joint venture in Spain with the 
Warner licensee there. Meanwhile, 
Rosanna’s contemporary knitwear 
entry, the European-styled SW 1 line, 
extended its penetration of this com- 
paratively new category. 


Two other Warnaco units specifically 
started to penetrate the women’s con- 
temporary market — Hathaway Patch 


... major emphasis has been placed 
on improving and assuring the quality 
of inventories... 


completing its third year in business 
and Liz Carlson its first — each made 
impressive gains in numbers and 
names of stores featuring their 
designs. 


High Tide continued expansion of its 
brand business, as well as private 
label, strengthening its sales staff and 
increasing store accounts. 


Medford, as discussed, has shown 
sharp improvement under new man- 
agement, although the division con- 


tinues to operate in extremely cost 
competitive markets. The combination 
of Medford’s Playmore brand with 
White Stag girls’ wear, under Medford 
management and the new ‘“‘Playmore 
White Stag for Girls” label, should 
produce manufacturing and adminis- 
trative cost savings, plus a stronger, 
more competitive line. The total mar- 
keting effort of Medford — in girls’ 
wear, in sales to chains and in sales 
to other divisions and business units 
— was strengthened in 1974 and 
continues to be improved. 


Throughout 1974, and extending into 
1975, major emphasis has been 
placed on improving and assuring the 
quality of inventories, and on reduc- 
ing their levels; on organizational and 
cost reductions; on manufacturing 
audits to improve efficiency; on cash 
management, including prompt col- 
lection of receivables; and on plan- 
ning and problem solving with the 
help of improved information collec- 
tion, organization and interpretation. 


A program and concerted effort with 
all operating units eased inventories 
from mid-year levels and resulted ina 
ratio to sales of 3.9 at year-end. This 
compares favorably with recent years’ 
ratios both for Warnaco and the in- 
dustry in general. Inventory reserves 
were also increased during the year. 
And improvements over already satis- 
factory levels were registered in 
receivables collections, again as the 
result of a concerted effort. 


Early in 1974 the remaining $11.5 mil- 
lion proceeds were received from a 
$20 million, 17-year financing nego- 
tiated in 1973. Coupled with short- 
term agreements that include a re- 
volving credit now being extended, 
this financing will provide working 
capital and credit lines sufficient for 
the company’s plans and needs of 
the next several years. 


Corporate management was strength- 
ened during the year by the election 
of William G. Selden as a senior vice 


president and group operations man- 
ager. Mr. Selden has extensive back- 
ground in both apparel manufacture 
and retailing, having headed opera- 
tions in both women’s and men’s wear. 
Most recently, he directed the expan- 
sion of the Anderson-Little stores divi- 
sion of the Richman Brothers Co. 


At Warnaco’s Bridgeport headquar- 
ters, the company’s old manufacturing 
buildings are gradually being reno- 
vated to create an attractive office 
complex. This will free space in a 
modern building better suited to the 
purpose for the corporation’s com- 


... the company’s old manufacturing 
buildings are gradually being 
renovated to create an attractive office 
complex... 


puter center. At the same time, the 
classic brick lines and features of the 
turn-of-the-century (and earlier) plants 
will be preserved, and the character 
of this entire neighborhood in the 
South End of Bridgeport will be en- 
hanced. 


Linked to this project are several 
other improvements in this part of 
Bridgeport financed by a local devel- 
opment company. One of these is the 
renovation of a former Warner’s plant 
for store and restaurant uses. This will 
be known as The Corset Factory and 
will be part of University Square Mall, 
so named because of its proximity to 
the University of Bridgeport and its 
inclusion in the master planning of the 
University. Warnaco is proud to have 
a modest part with the University, the 
People’s Savings Bank of Bridgeport 
and other neighbors in this inner city 
improvement program. 


Stock Prices and 
Dividends by Quarters 


$1.50 Cumulative 


ee Common Stock Convertible Preferred Stock 
Quarter High Low Div. High Low Div. 
1974 | $107/s $ 87/s $.20 $27 $25 $ .375 
I 111/2 95/s .20 26 241/2 375 
III 10'/4 7/2 .20 Zt 253/s 315 
IV 95/s 63/4 .20 2639/4 18'/2 315 
Full Year $11'/2 $ 63/4 $.80 $27 $18'/2 $1.50 
1973 | $20°/ $15'/2 $.20 $37 $291/2 $..3/15 
I 16'/4 12'/2 .20 31'/2 28 SYS 
II 142 /4 12 .20 30'/2 28 375 
IV 143/¢ 83/4 20) 323/4 25 .375 
Full Year $203/s $ 83/4 $.80 $37 $25 $1.50 


The company’s Series A $1.10 cumulative convertible subordinated preferred stock, issued on 
June 28, 1974 in connection with the Day’s and CanaDay’s acquisition, paid dividends totaling 
$.559 per share for two quarters and two days in 1974. The issue is not listed for trading on 

any exchange, and no sales of these shares were reported in 1974. 
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Management’s Discussion and 
Analysis of the Accompanying 
Summary of Operations 


Net Sales. Net Sales increased 13.6 per cent in 1974 over 1973 and 16.1 
per cent in 1973 compared to 1972. 


With the figures adjusted for those divisons either acquired or divested in 1974 
and 1973, the sales increase from comparable operations was 4.8 per cent 

in 1974 and 14.7 per cent in 1973. Strong retail and consumer demand for almost 
all categories of apparel was responsible for the 1973 increase, while the 

1974 rate of increase was significantly affected by the fourth quarter slowdown 
at retail. 

Cost of Goods Sold. Cost of Goods Sold, as a percentage to net sales, was 
71.0 per cent in 1972, 70.2 per cent in 1973 and 71.2 per cent in 1974. 
Company-wide concentration on selective inventory disposal at prices less than 
normal wholesale during the year, the erosion in fourth quarter market conditions 
and inflationary pressures on costs accounted for the ratio increase in 1974. 
1973’s favorable comparison with 1972 can be attributed to the strong 

demand for apparel during that year and improved margins, particularly in the 
men’s sportswear category. 

Interest Expense. 1974’s Interest Expense represents an increase of $2,782,000 
over 1973 and reflects significant increases in the prime interest rate and 

an increase of $5,978,000 in Warnaco’s total debt during the year. 

Interest Expense in 1973 reflects an increase of $2,033,000 over 1972, 
attributable to increased borrowing during 1973 of $11,746,000 and higher 
interest rates. 

Selling, Administrative, General and Other Expenses. The increase in these 
expenses was primarily due to activity related to increased volume. Selling, 
Administrative and Other Expenses, as a percentage to net sales, were 22.5 per 
cent in 1972, 21.8 per cent in 1973 and 22.2 per cent in 1974. 

As discussed in Note 4 to the Consolidated Financial Statements, these 
expenses reflect losses on disposal of certain apparel operations of $1,402,000 
in 1973 and $373,000 in 1972. 

Provision For Taxes. The effective tax rate on operating income was 29.7 per 
cent in 1972, 35.7 per cent in 1973 and 24.3 per cent in 1974. The rate 

changes reflect the mix of domestic earnings and earnings taxed at less than 
the normal federal rate in each of the years. 

Discontinued Non-Apparel Operations, Net of Taxes. Note 5 to the Consolidated 
Financial Statements includes a complete analysis of the provisions for 

gain or loss on the disposition of non-apparel operations in 1974 and 1973. 
Income of $840,000 in 1972 represents the operating income of both 

the discontinued retail and packaging operations for that year. 


Five-Year Summary of Operations 


Warnaco Inc. 


(Dollars in thousands except per share data) 1974 1973 1972 1971 1970 
From apparel operations: 
Net sales $324,254 $285,509 $245,956 $210,751 $198,341 
Cost of goods sold 230,810 200,442 174,617 150,104 145,068 
Interest expense 9,413 6,631 4,598 3,790 4,019 
Selling, administrative, general 
and other expenses 72,024 62.20 55,200 48,517 49,898 
Income before taxes 12,007 16,199 11,486 8,340 (644) 
Provision for taxes 2,918 5,778 3,410 2,20 (1,460) 
Operating income 9,089 10,421 8,076 6,069 816 
From discontinued non-apparel 
operations, net of taxes (3,400) 8 840 834 294 
Net income 5,689 10,429 8,916 6,903 1,110 
Income per common share and 
common equivalent share:- 
Primary: 
Operating income $2.26 $2.63 $2.00 $1.50 $ .20 
Net income $1.40 $2.63 $2.21 $1.70 oer 
Assuming full dilution: 
Operating income $2.10 $2.48 $1.90 $1.48 $ .20 
Net income $1.34 $2.48 $2.09 $1.68 Sek 
Dividends per common share $ .80 $ .80 $ .60 $ .60 $ .82'/2 
Current assets $164,146 $154,824 $132,929 $123,497 $115,140 
Current liabilities 58,957 58,154 47,122 39,706 47,518 
Working capital 105,189 96,670 85,807 83,791 67,622 
Property, plant and equipment 30,679 28,361 28,811 29,012 31,184 
Long-term debt 61,576 51,720 45,504 44,556 36,680 
Shareholders’ equity 90,396 84,346 78,421 71,746 69,425 


Report of 
Independent Accountants 
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To the Board of Directors and Shareholders of Warnaco Inc. 


In our opinion, the accompanying consolidated balance sheets and the 
related consolidated statements of income, retained income and changes in 
financial position present fairly the consolidated financial position of 
Warnaco Inc. and its subsidiaries at December 28, 1974 and December 29, 
1973, the results of their operations and the changes in financial position for 
the years then ended, in conformity with generally accepted accounting 
principles consistently applied. Our examinations of these statements were 
made in accordance with generally accepted auditing standards and 
accordingly included such tests of the accounting records and such other 
auditing procedures as we considered necessary in the circumstances. 


Stamford, Connecticut 
March 19, 1975 


Statements of Consolidated Income and Retained Income 
Warnaco Inc. 


December 28, December 29, 
Year (52 weeks) Ended 1974 1973 
Income From apparel operations:- 
Net sales $324,254,000 $285,509,000 
Costs and expenses: 
Cost of goods sold 230,810,000 200,442,000 
Selling, administrative and 
general expenses 70,486,000 60,262,000 
Interest expense 9,413,000 6,631,000 
Employees’ retirement plans (Note 6) 1,775,000 1,524,000 
Royalty income (888,000) (1,024,000) 
Loss on disposition of certain 
apparel operations (Note 4) — 1,402,000 
311,596,000 269,237,000 
Operating income before income taxes 
and minority interest 12,658,000 16,272,000 
Provision for income taxes (Note 7) 2,918,000 5,778,000 
Operating income before minority interest 9,740,000 10,494,000 
Minority interest in earnings of 
subsidiaries (Note 12) 651,000 73,000 
Operating Income 9,089,000 10,421,000 
Discontinued non-apparel operations (Note 5): 
Loss from operations — (711,000) 
Net (loss) gain on disposal (3,400,000) 719,000 
(3,400,000) 8,000 
Net Income for Year $ 5,689,000 $ 10,429,000 
Income per common share and common 
equivalent share (Note 8):- 
Primary: 
Operating income $ 2.26 $ 2.63 
Discontinued non-apparel operations (.86) — 
Net income $ 1400 $ 2.63 
Assuming full dilution: 
Operating income $ 2210 $ 2.48 
Discontinued non-apparel operations (.76) — 
Net income $ 14 ao 2.48 
Retained Income At beginning of year $ 68,493,000 $ 61,636,000 
Net income for year 5,689,000 10,429,000 
74,182,000 72,065,000 
Cash dividends declared:- 
Preferred: 
$3 noncumulative 6,000 6,000 
$1.50 cumulative convertible 270,000 303,000 
$1.10 cumulative convertible 186,000 
462,000 309,000 
Common 3,008,000 2,992,000 
3,470,000 3,301,000 
Excess of purchase price of preferred stock 
retired over stated value and paid in 
capital applicable thereto 303,000 271,000 
At end of year (Note 11) $ 70,409,000 $ 68,493,000 
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Consolidated Balance Sheet 
Warnaco Inc. 


December 28, 


December 29, 


1974 1973 
Assets Current Assets: 
Cash (Note 9) $ 8,078,000 $ 6,256,000 
Time deposits 4,350,000 3,746,000 
Accounts receivable, less allowance for 
doubtful accounts of $1,341,000 — 1974 
and $1,142,000 — 1973 59,365,000 55,461,000 
Tax refunds receivable 2,228,000 402,000 
Inventories, at the lower of cost or 
market (Note 10) 82,451,000 72,571,000 
Prepaid expenses 7,674,000 6,395,000 
Net assets of divisions sold (Note 5) — 9,993,000 
Total current assets 164,146,000 154,824,000 
Property, Plant and Equipment, at cost: 
Land and land improvements 1,876,000 1,719,000 
Buildings and building improvements 25,768,000 23,946,000 
Machinery and equipment 31,460,000 27,165,000 
59,104,000 52,830,000 
Less — Accumulated depreciation 28,425,000 24,469,000 
30,679,000 28,361,000 
Other Assets: 
Investment in federally insured mortgages 7,660,000 6,026,000 
Other investments and noncurrent 
receivables (Note 5) 5,909,000 2,778,000 
Deferred charges 2,609,000 1,670,000 
Excess of investment over net assets 
acquired, less accumulated amortization 
of $960,000 — 1974 and $750,000 — 1973 5,578,000 5,193,000 
21,756,000 15,667,000 
$216,581 ,000 $198,852,000 
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December 28, 


December 29, 


1974 1973 
Liabilities and Shareholders’ Equity Current Liabilities: 
Notes payable $ 14,362,000 $ 18,441,000 
Current portion of long-term debt 2,795,000 2,594,000 
Accounts payable 18,043,000 18,434,000 
Employees’ retirement plans (Note 6) 1,598,000 1,254,000 
Dividends payable 951,000 859,000 
Accrued liabilities 17,986,000 11,823,000 
Federal and other income taxes 3,222,000 4,749,000 
Total current liabilities 58,957,000 58,154,000 
Long-Term Debt (Note 11) 61,576,000 51,720,000 
Deferred Incentive Compensation 1,757,000 1,545,000 
Deferred Gain on Translation of 
Foreign Currencies (Note 2) 498,000 232,000 
Minority Interest (Note 12) 3,397,000 2,855,000 
Shareholders’ Equity (Notes 11 and 12):- 
Capital stock without par value:- 
Preferred stock: 
$3 noncumulative, stated at 
$100 per share 206,000 206,000 
$1.50 cumulative convertible, stated at 
$3.75 per share 725,000 770,000 
$1.10 cumulative convertible 
subordinated preferred stock, Series A, 
stated at $3.75 per share 1,251,000 — 
Common stock, stated at $3.75 per share 14,580,000 14,462,000 
Capital in excess of stated value (Note 12) 5,578,000 2,674,000 
Retained income 70,409,000 68,493,000 
Less — Treasury stock at cost: 
Common shares — 112,274 — 1974 and 1973 1,927,000 1,927,000 
Preferred shares 15,034 — 1974; 
10,500 — 1973 426,000 332,000 
90,396,000 84,346,000 


Commitments and contingent liabilities 
(Notes 13 and 14) 


$216,581 ,000 


$198,852,000 
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Statement of Changes in Consolidated Financial Position 


Warnaco Inc. 


December 28, December 29, 
Year (52 weeks) Ended 1974 1973 
Source of Funds 
From apparel operations:- 
Operating income $ 9,089,000 $10,421,000 
Add (deduct) items not affecting working capital in the year: 
Depreciation and amortization 3,750,000 3,177,000 
Deferred incentive compensation 212,000 29,000 
Equity in undistributed earnings of affiliated companies (236,000) (431,000) 
Writeoff of an investment in an affiliated company — 960,000 
Increase in minority interest 542,000 47,000 
Gain (loss) on translation of foreign currencies 266,000 (8,000) 
Working capital provided by apparel operations 13,623,000 14,195,000 
From discontinued non-apparel operations: 
Operating (loss) — (711,000) 
(Loss) gain on disposal (3,400,000) 719,000 
Depreciation -- 500,000 
Working capital (used) provided by discontinued non-apparel operations (3,400,000) 508,000 
Increase in long-term debt through borrowings 11,500,000 9,181,000 
Increase in long-term debt resulting from acquisitions 1,020,000 391,000 
Repayment of loan by affiliate — 900,000 
Sale of stock by subsidiary to the public — 3,300,000 
Property to be sold — 3,344,000 
Net current assets of companies acquired for stock 3,412,000 — 
15,932,000 17,116,000 
26,155,000 31,819,000 
Disposition of Funds 
Additions to property, plant and equipment, less normal disposals 5,041,000 6,970,000 
Dividends 3,470,000 3,301,000 
Reduction in long-term debt 2,664,000 3,333,000 
Long-term receivables from disposition of discontinued operations 2,384,000 — 
Investment in federally insured mortgages 1,634,000 2,076,000 
Additions to deferred charges, net 939,000 208,000 
Investment in excess of net assets of acquired companies 595,000 3,132,000 
Acquisition and retirement of Warnaco stock 348,000 354,000 
Investment in stock of unconsolidated companies 323,000 215,000 
Purchase of treasury stock 94,000 1,529,000 
Miscellaneous 144,000 (162,000) 
17,636,000 20,956,000 
Increase in working capital $ 8,519,000 $10,863,000 
Analysis of working capital change:- 
Increase (decrease) in current assets: 
Cash and time deposits $ 2,426,000 $ 625,000 
Accounts receivable 3,904,000 1,873,000 
Tax refunds receivable 1,826,000 (25,000) 
Inventories 9,880,000 10,146,000 
Prepaid expenses 1,279,000 2,726,000 
Net assets of divisions to be sold (9,993,000) 6,550,000 
9,322,000 21,895,000 
Increase (decrease) in current liabilities: 
Notes payable (4,079,000) 4,927,000 
Current portion of long-term debt 201,000 603,000 
Accounts payable and accrued liabilities 5,772,000 3,303,000 
Employees’ retirement plans 344,000 117,000 
Dividends payable 92,000 206,000 
Federal and other taxes (1,527,000) 1,876,000 
803,000 11,032,000 
Increase in working capital $ 8,519,000 $10,863,000 
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Notes to Consolidated Financial Statements 


Warnaco Inc. 


Note 1 — Summary of 
Accounting Policies: 


Basis of Consolidation — The accompanying consolidated financial state- 
ments comprise the accounts of the parent company and all subsidiary 
companies. Investments in certain domestic and foreign companies repre- 
senting between 20 per cent and 50 per cent ownership are being accounted 
for by use of equity accounting. 


Translation of Foreign Currencies — Current assets and current liabilities 
are translated at the rate of exchange in effect at the close of the period. 
Non-current assets are translated at the rates in effect at the dates these 
assets were acquired, and long-term liabilities are translated at historical 
rates. Net unrealized gains from foreign currency translation are credited to 
Deferred Gain on Translation of Foreign Currencies. Revenue and expense 
accounts are translated at the average month end exchange rates except for 
depreciation and amortization which are translated at the rates of exchange 
which were in effect when the respective assets were acquired. 


Inventories — Inventories are primarily stated at standard costs which 
approximate current actual costs. 


Depreciation and Amortization — Provision is made for depreciation of the 
cost of property, plant and equipment computed over the estimated useful 
lives of the assets using the straight-line method for assets acquired prior to 
1954, and generally using a declining balance method for assets acquired 
thereafter. The excess of investment over net assets of companies acquired, 
including those accounted for by use of equity accounting, is being amortized 
over not more than 40 years. 


Income Taxes — The provision for income taxes recognizes the effect of 
income not subject to United States income tax. The Job Development tax 
credit is accounted for on the flow through method. United States income 
taxes are not provided on undistributed earnings of subsidiaries located out- 
side the United States because a substantial portion of such undistributed 
earnings is expected to be permanently invested abroad, and United States 
income taxes on the portion of such earnings expected to be remitted, in 
excess of taxes provided by the subsidiaries, would be immaterial in amount. 
Employees’ Retirement Plans — The company has noncontributory pension 
and profit sharing retirement plans for the benefit of qualifying employees. 
Contributions are deposited with trustees who administer the assets of the 
plans. The company accrues and funds current and past service costs, which 
are being amortized over 20 years. 


Research and Development — Market research and product development 
costs are charged to operations when incurred. 


Note 2 — Foreign Operations: 


Note 3 — Acquisitions: 


Net income of foreign subsidiaries, after amortization of the excess of invest- 
ment over net assets acquired, was $3,001,000 and $2,286,000 for the fiscal 
years 1974 and 1973, respectively. Dividends received from such subsidiaries 
were $661,000 in 1974 ($424,000 — 1973). The net assets of these subsidi- 
aries were $12,974,000 and $10,544,000 at December 28, 1974 and December 
29, 1973, respectively. The translation of foreign currency reflects a gain of 
$266,000 in 1974 and a loss of $8,000 in 1973 which are included in Deferred 
Gain on Translation of Foreign Currencies in the accompanying consoli- 
dated balance sheet. 


Translation of long-term receivables and payables at current rates would 
have an immaterial effect. 


In 1974 Warnaco purchased Day’s, Inc. and CanaDay’s Apparel Ltd. at a cost 
of $4,642,000 by exchanging 31,699 shares of common stock and 333,484 
shares of Series A $1.10 cumulative convertible subordinated preferred 
stock for all of the outstanding stock of Day’s and CanaDay’s. Also in 1974 
Stern,Merritt Co., Inc. was purchased for cash of $832,000. The results of 
operations of these companies are included in the consolidated financial 
statements from July 1974. The excess of fair value of net assets acquired 
over the related purchase cost was applied to the carrying value of property, 
plant and equipment. If these companies had been acquired at the begin- 
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ning of Warnaco’s 1973 fiscal year, the consolidated net sales, net income 
and net income per common share and common equivalent share would 
have been as follows: 


Net Income per Share 


Net Sales Net Income Primary Fully Diluted 
Year 1974 $337,153,000 $ 5,883,000 $1.40 Sit3s 
Year 1973 $312,862,000 $11,153,000 $2.70 $2.44 


Net income to the date of acquisition of companies purchased in 1973 was 
not significant. Related sales amounted to $9,634,000. 


Note 4— Loss on Disposition This represents the writeoff of an investment in a minority-held foreign 

of Certain Apparel Operations: manufacturer of apparel in the amount of $1,302,000 (before tax benefit of 
$391,000) and the loss of $100,000 (before tax benefit of $50,000) on assets of 
the hosiery operation sold in 1974. 


Note 5 — Discontinued The 1973 loss from operations of the discontinued non-apparel segments of 
Non-Apparel Operations: the business was $711,000 (after tax effect of $729,000) on sales of $41,504,000. 


The 1973 net gain on disposal of non-apparel segments of the business 
represents a gain of $2,019,000 (after tax effect of $1,726,000) on the sale of 
the Packaging Division for $7,122,000 and the estimated loss on the disposal 
of the retail operation of $1,300,000 (after tax effect of $1,300,000). At 
December 29, 1973, the net assets of these divisions consisted primarily of 
accounts receivable, inventories and fixed assets. 


In 1974 the retail operation was disposed of in two separate transactions. 
Gus Mayer Stores, Inc., with units in the South and Southwest, was sold to 
DAC Investment Company, Inc. of Memphis, Tennessee for $9,296,000: cash 
($5,917,000) and notes ($3,379,000). The inventories and fixed assets of the 
four Blum stores in the Philadelphia area were sold to Samuel Rappaport 
Investments of that city for $757,000, of which $400,000 in cash was received 
at the date of the sale. 

An additional provision for loss on disposal of the retail operation of 
$3,400,000 (after tax effect of $3,445,000) was made in 1974 to recognize, 
primarily, the initiation, in March 1975, of proceedings by Gus Mayer Stores, 
Inc. under provisions of Chapter XI of the Federal Bankruptcy Act and losses 
in connection with the matters involved in the litigation between the com- 
pany and Samuel Rappaport Investments discussed in Note 14. 


Note 6 — Employees’ The amount necessary to provide fully for the unfunded portion of past ser- 

Retirement Plans: vice costs was estimated to be $8,179,000 at December 28, 1974 ($8,083,000 
at December 29, 1973). The actuarially computed value of vested benefits did 
not exceed the assets of the retirement plan at December 28, 1974. Future 
compliance with the Employee Retirement Income Security Act of 1974 is 
not expected to affect materially (a) the provision for employees’ retirement 
plans, (b) funding requirements or (c) the unfunded vested benefits. 


Note 7 — Income Taxes: The provision for income taxes on apparel operations is comprised of: 
1974 1973 


Federal and state: 


Currently payable $ 138,000 $3,311,000 
Prepaid (240,000) (23,000) 
Foreign 3,020,000 2,490,000 
$2,918,000 $5,778,000 


The cumulative amount of undistributed earnings of foreign subsidiaries at 
December 28, 1974 on which the company has not provided United States 
income taxes which may become due if such earnings were remitted to the 
company is approximately $8,900,000. United States income taxes on the 
portions of such earnings expected to be remitted, in excess of taxes pro- 
vided by the subsidiaries, would be immaterial in amount. The Job Develop- 
ment tax credit was $116,000 for 1974 ($142,000 — 1973). 


28 


Note 8 — Income per 
Common Share and 
Common Equivalent Share: 


Note 9 — Compensating Balances: 


Note 10 — Inventories: 


Note 11 — Long-term Debt: 


The computation of average common shares and common equivalent shares 
(3,931,219 — 1974 and 3,966,100 — 1973) recognizes common shares which 
would be issuable upon conversion of the $1.50 preferred stock, and upon 
exercise of stock options. The fully diluted net income per share calculations 
for 1974 and 1973 further recognize the common shares which would be 
issuable upon the conversion of the convertible debt issued during 1971 and 
the related reduction of interest expense, net of income tax effect, assuming 
that conversion took place at the beginning of 1973. The 1974 fully diluted 
net income per share calculation also recognizes common shares issuable 
upon conversion of the convertible $1.10 Series A preferred stock and the 
related dividend reduction, assuming the conversion took place on June 28, 
1974, the date the Series A stock was issued in conjunction with the acquisi- 
tion of Day’s, Inc. and CanaDay’s Apparel Ltd. 


Under informal arrangements with the lending banks, the company maintains 
on deposit with the banks average compensating balances of 10 per cent of 
the total line of credit and 10 per cent of the outstanding loan balances with 
these banks. It is the company’s understanding that these balances are to 

be maintained on an average basis over a period of time and that so long as 
this is done compliance with the formula at all points in time is not required. 
In the opinion of management the company has been in substantial com- 
pliance with these informal arrangements on an average basis during 1974 
and 1973. 


At December 28, 1974 approximately $3,800,000 of the cash balance shown 
in the consolidated balance sheet represented compensating balances. 


Inventories are comprised as follows: 


December 28, December 29, 


1974 1973 
Finished goods $46,702,000 $36,804,000 
Work in process 12,196,000 13,213,000 
Raw materials 23,553,000 22,554,000 
$82,451,000 $72,571,000 


Long-term debt (excluding installments maturing in less than a year), sub- 
stantially all of which is owed to domestic lenders, consists of the following: 


December 28, December 29, 
1974 1973 

5.5% notes payable, due 1976-1986 $12,400,000 $13,525,000 
8.25% notes payable, due 1976-1989 8,400,000 8,800,000 
9.375% notes payable, due 1977-1990 20,000,000 8,500,000 
9.25% notes payable, due 1976-1988 6,500,000 7,000,000 
7% convertible notes payable, due 1982-1991 7,500,000 7,500,000 
6.5% mortgage payable, due 1976-1992 1,684,000 1,761,000 
2% -6.3% capitalized lease obligations due 1976-1986 3,026,000 3,216,000 
Other (interest 5.75% -12%) due 1976-1988 2,066,000 1,418,000 

$61,576,000 $51,720,000 


Approximate maturities of long-term debt are as follows: $2,979,000 — 1976; 
$4,236,000 — 1977; $4,039,000 — 1978; $3,998,000 — 1979. 

The company is negotiating to extend and increase the current revolving 
credit agreement of $22,000,000 under which there was no balance outstand- 
ing at December 28, 1974. Interest on borrowings under such agreement is at 
'/4 of 1 per cent above the prime rate, plus a commitment fee of '/2 of 1 per 
cent on the unused available credit. This agreement expires in June 1975. 


The agreements relating to the 5.5 per cent, 8.25 per cent, 9.375 per cent, 
9.25 per cent and 7 per cent notes and the revolving credit agreement con- 
tain various restrictions, certain of which relate to the maintenance of speci- 
fied consolidated working capital and the availability of retained income 

for the payment of cash dividends and purchase, redemption or retirement 
of the company’s capital stock. Under the most restrictive of these, the 
company must maintain consolidated working capital of $75,000,000, and at 
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December 28, 1974, $9,690,000 (to be increased by 50 per cent of future 
consolidated net income) of retained income is not restricted with regard to 
payment of cash dividends, and the purchase, redemption or retirement of its 


capital stock. 


Note 12 — Capital Stock and 
Capital in Excess of Stated Value: 
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Preferred 
$1.50 Series A.$1.10 
$3 Non- Cumulative | Cumulative 


Capital in 
Excess of 


cumulative Convertible Convertible Common_ Stated Value 


Capital shares issued: 


December 30, 1972 2,065 219,394 3,807,924 $2,221,000 


Conversions (5) 


Shares issued upon 
exercise of stock 


7 


options 8,500 62,000 
Shares issued based on 

market price of 

Warnaco stock 40,000 (150,000) 
Acquisition and 

retirement of stock (9,989) (45,000) 
Sale of stock by 

Warnaco of Canada 576,000 
Other 10,000 
December 29, 1973 2,065 205,403 3,856,431 $2,674,000 
Acquisition and 

retirement of stock (12,189) 
Shares issued for 

purchase of Day’s 

and CanaDay’s 333,484 31,699 2,946,000 
Other (42,000) 
December 28, 1974 2,065 193,214 333,484 3,888,130 $5,578,000 
December 28, 1974: 
Shares authorized 2,065 193,214 355,597 7,500,000 
Liquidation value $206,000 $7,728,000 $8,337,000 


Shares of unissued common stock were reserved for: 
December 28, 


1974 

Possible conversion of $7,500,000 of convertible debt at 

$21.35 per share ($21.75 in 1973) 351,288 
Conversion of $1.50 cumulative convertible sinking 

fund preferred stock 281,761 
Conversion of Series A $1.10 cumulative convertible 

subordinated preferred stock 355,597 
Qualified and non-qualified stock options granted 
(106,875 shares in 1974, 27,375 shares in 1973) at prices 

from $7.38 to $30.37 180,564 
Options which may be granted in the future under the 

company’s stock option plans 131,963 
Possible issuance in connection with the deferred 

incentive compensation plan 75,000 
Issuance in acquisition of Day’s and CanaDay’s — 

1,376,173 


December 29, 
1973 


344,828 
298,201 


355,597 


146,980 
168,291 


75,000 
31,700 


1,420,597 


Each share of $1.50 cumulative convertible sinking fund preferred stock is 
currently convertible at any time into 1.58 shares (1.53 shares previously) of 
common stock per resolution of the Board of Directors in 1974. It is redeem- 
able at Warnaco’s option at $40 per share and is subordinated as to divi- 
dends and distributions of assets to the $3 preferred stock. The $1.50 
cumulative convertible preferred stock is subject to a sinking fund sufficient 


to redeem 12,189 shares annually. 


The terms, limitations, rights and preferences of the subordinated preferred 
stock (1,000,000 shares authorized) are set by the Board of Directors, being 
subordinated as to dividends and distributions of assets to the $3 preferred 


Note 13 — Rents and Commitments: 


Note 14 — Contingent Liabilities: 


stock and the $1.50 convertible preferred stock. In connection with the 
acquisition of Day’s, Inc. and CanaDay’s Apparel Ltd. the Board of Directors 
established Series A of the subordinated preferred stock without par value 
entitled to cumulative dividends at the rate of $1.10 per year. Each share is 
convertible into one share of common stock and is entitled to $25 in liquida- 
tion. It is redeemable at Warnaco’s option after June 30, 1979, at $25 per 
share. There remain available for future issuance and Board designation of 
terms, etc., 644,403 shares of subordinated preferred stock. 

In October 1973 a Canadian subsidiary sold 300,000 shares (30 per cent) of 
its common stock to the public for net proceeds of $3,300,000. The excess of 
the proceeds over the company’s equity was added to capital in excess of 
stated value. The 1974 increase in earnings applicable to minority interests 
recognizes the full year effect of the sale. 


Rental expense (reduced by sub-lease rentals of $157,000 — 1974; $144,000 
— 1973) included in costs and expenses of apparel operations was 
$3,487,000 for 1974 and $2,634,000 for 1973. 

Minimum annual rental commitments (exclusive of taxes, maintenance, etc.) 
under all noncancelable leases applicable to apparel operations were: 


Real Estate Equipment 
Rental Sub-Lease Rental 
Expense Rentals Expense 

1975 $2,929,000 $257,000 $458,000 
1976 2,617,000 239,000 217,000 
1977 2,240,000 239,000 156,000 
1978 2,049,000 235,000 108,000 
1979 1,826,000 235,000 57,000 
1980-1984 5,437,000 983,000 60,000 
1985-1989 1,017,000 21,000 = 
1990-1993 340,000 


The company had no significant amount of financing leases as defined by 
the Securities and Exchange Commission which are not capitalized in the 
accompanying financial statements. 


In 1974, following a review of its importing procedures, a subsidiary of the 
company made duty payments, which were not material in amount, to the 
United States Customs Service with regard to transactions relating to prior 
years. These importing procedures and payments are under investigation by 
governmental authorities, and, in such cases, the Customs Service has statu- 
tory authority to assess civil penalties based upon the value of the imports 
involved. The company presently considers a subsequent assertion of such 
penalties likely. If so asserted, the company would have the statutory right to 
file petitions for remission or mitigation, and such petitions have been 
granted in varying degrees in similar situations. The company is continuing 
its full cooperation with the Customs Service, and the matter will be pursued 
diligently so as to minimize the ultimate consequences. In the opinion of 
management and outside counsel, if the penalties mentioned previously are 
asserted, any final assessment or settlement will not be material to the con- 
solidated financial position of the company. Furthermore, should any penal- 
ties material to net income be assessed, they would be recorded as a prior 
period adjustment and would not affect future net income. 


The company and a subsidiary have been named as defendants in a suit for 
damages approximating $8,000,000 brought by Samuel Rappaport Invest- 
ments, the purchaser of the Blum stores (a discontinued non-apparel opera- 
tion), based on alleged defaults by the company and subsidiary under the 
contract of sale. In the opinion of management and outside counsel this suit 
is without merit and the company should substantially prevail in the litiga- 
tion. Furthermore, the company and the subsidiary have brought suit against 
the aforementioned purchaser for damages of approximately $1,300,000 for 
breach of contract and $2,400,000 as punitive damages. 
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Divisions, Presidents and 
Locations 


Hathaway 


Leonard G. Saulter, President 

Main Offices: Waterville, Maine and New York, 
New York 

Plants: Waterville, Dover-Foxcroft and Calais, 
Maine and Ciales, Puerto Rico 


Warehouse: Waterville 


Hathaway OtherWear 


Jeffrey E. Posner, President 
Main Office: New York, New York 


Warnaco Men’s Sportswear 
Donald C. Harshman, President 
Main Offices: Altoona, Pennsylvania and 
New York, New York 


Puritan Sportswear 
Lloyd S. Schaper, President 


Cresco by Puritan 
Donald Rand, President 


Thane 
Lawrence S. Bloom, Chairman 
Edwin Buchner, President 


Plants: Berlin, New Jersey; Pinetops, North 
Carolina; Ashland, Ohio; Altoona and Hamburg, 
Pennsylvania; El Paso, Texas; Aguas Buenas, 
Cidra and Comerio, Puerto Rico and Juarez, 
Chihuahua, Mexico 

Warehouses: Los Angeles, California; Ashland, 
Altoona and Duncansville, Pennsylvania 


Day’s 
M. John Slikas, President 


Main Offices: Tacoma, Washington and 
Moosejaw, Saskatchewan, Canada 


CanaDay’s 
James M. Sargent, President 


Plants: Bremerton and Tacoma, Washington; 
Decherd, Tennessee and Moosejaw 
Warehouses: Tacoma; Clearfield, Utah and 
Moosejaw 


Trademarks 

Trademarks of Warnaco Inc., its subsidiaries or 
affiliates include: Aquaknit, CanaDay’s, Cresco, 
Croydon, Day’s, Don Parker, Edelweiss, 
Hathaway, Hathaway Golf Classic, Hathaway 
OtherWear, Hathaway Patch, High Tide, 
Hirsch-Weis, Jerry Silverman, Liz Carlson, 
Playmore, Puritan, Rosanna, Speedo, SW 1, 
Thane, Warnaco, Warner’s and White Stag. 
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White Stag 


John Detjens, III, President 
Main Offices: Portland, Oregon and New York, 
New York 


Sportswear 
John Detjens, III, President 


ActionSports Apparel 

Donald E. Kennedy, President 
Plants: San Francisco, California; Sylvania, 
Georgia; Checotah, Oklahoma; Portland; 
Murfreesboro, Tennessee; Fajardo, 


Puerto Rico; Edmonton, Alberta, Canada 
and Juarez, Chihuahua, Mexico 


Warehouses: Portland, Murfreesboro and 
Edmonton 


Medford-Playmore White Stag 
for Girls 


James J. Byrne, President 
Main Offices: Medford, New Jersey and 
New York, New York 


Plants: Medford and Wrightstown, New Jersey 
and Lebanon, Pennsylvania 


Warehouse: Medford 


Rosanna 


William J. O’Brien, President 
Main Office: New York, New York 


Warehouse: West Deptford, New Jersey 


High Tide 


Elmer E. Condo, President 
Main Office: Los Angeles, California 


Plants: Los Angeles and Juarez, 
Chihuahua, Mexico 


Warehouse: Los Angeles 


Jerry Silverman 


Jerome Silverman, President 
Main Office: New York, New York 


Warehouse: New York 


Hathaway Patch 

P. Carey Klippsten, President 
Main Office: New York, New York 
Liz Carlson 


David Thurm, President 
Main Office: San Francisco, California 


Warner Slimwear 


Philip J. Lamoureux, Jr., President 
Main Offices: Bridgeport, Connecticut and 
New York, New York 

Plants: Dothan, Alabama; Thomasville, 
Georgia; Barbourville, Kentucky; Arecibo, 
Guaynabo and Vieques Island, Puerto Rico; 
La Romana, Dominican Republic and 
Juarez, Chihuahua, Mexico 

Warehouses: Stratford, Connecticut and 
Thomasville 


Hirsch-Weis 

Fred Markewitz, President 

Main Offices: Portland, Oregon and Marina 
del Rey, California 

Plants: Portland and Marina del Rey 
Warehouses: Portland and Marina del Rey 


Warnaco of Canada 


James C. Walker, President 
Main Offices: Ottawa and Prescott, Ontario; 
Montreal, Quebec (2) and Edmonton, Alberta (2) 


Plants: Edmonton (2), Ottawa, Prescott, 
Montreal (2) and Sherbrooke, Quebec 


Warehouses: Edmonton, Ottawa, Prescott 
and Montreal (2) 


Warner’s International 


Roy N. Swanson, Managing Director, 
Europe 

Main Offices: Brussels and Frameries, Belgium; 
London, England; Paris, France and 
Dusseldorf, West Germany 


Plants: Dour and Frameries, Belgium; 
Nottingham and Scunthorpe, England; Toluca, 
Mexico and Dromore, Northern Ireland 


Warehouses: Frameries and Nottingham 


Design: Gardner and Hough Associates, Inc. 
Editor: John J. Maloney 
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